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Br. Ranta . September 9, 1370
Hr., Snvdoer

Cantyal Intelldgence Arpency dyaft bL11, ™To amend th
Intelllgence Agency "Retirewment Act of 1944 F
Lwmployecs, as ameaded, and f{or other pursoeses.

Gentral

Section 102 of the draft bill would 2dd a new scction 261(c)
to the Central Iantellipewncs Agency Detirement Act of 1964 wihica
wvould require the Dirvccter of the Centrol Intelllszence Asency
(CIA) to notify the Secrctary of the Treassury at the end of cach
fiscal year of the amount equivalent te (i) interest oun the
unfunded liabildity computed for that year at the interast rate

a4
"usced dn the then wmost receont valuation of the CIA Retiraement

and Disability 8ysten, and (2) that portion of disbursewment forx
annuities for that yvear which the Directer estinates i atiril

7

[ RS L0
utable to credit allowed for wmilitary sevvice. Before closing
the accounts for cach fiscal year, tne Seercta vould ha
raequired to credit to tihe CIA Detirespont < cpdllvy Tund,
dg 2 Gevernpent contributicn, out ¢f anvw n the Treasury
of the United States not othervise appropriated, the follouing
percentarses. of such amounts: 10 percent o)y 1971; 20 percent
g 1972 D en 0 : ; 5 at for Lf v S0 parcen
for 1972; 30 percent for 19735 40 percent f t974, 50 t

@75, vercent fo 76, O p ent fo 977, 30 parcen
for 1975, 60 percent for 1976; 70 percent for 1977; 30 parcent
. 978; YETCer T ; and pEYCEn or 80 and for
for 1978; 90 percent for 1979; and 100 ; t f 1980 i

each fiscal year thercafter.

Unfunded liability would be defined in the draft bill as
the eatimated excess of the present value of 2ll bencfits povable
from tne fund to participants and forwer participants, subject
to the Act, and to their survivors, over the szum of -- (a) the
present value of deductions to ve withheid frow the future basi
pay of participants curreutly subject to tine Act and of future
ageucy contributions to be wade in their bewalfl; plus (b)) the
precent value of CGovernment payments te the fund under scction
26) of the Act (presumably should read "smcetion 2C1(b)"); plus
(¢c) the fund balance as of tiae date the unfunded liability is
determined.

; The draft b111l would add a new section 261(b) to authorizec
‘approprlations to the Fund to finance the unfunded linbility
created by a statute that authorizes new orv liberalilized benefits,
exteunsion of coverage to unew groups of cmployees, or incrcases

in pay on which benefits are computed, &Such appropriatious

¥
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would be authorized in 30 annual ifnstalloments with intevest
'

compuied at the rate used in the then most recent valuation of
the Ceuntral Inte llzoence Agency retiresment system.

The material mcceompanying the draft bill indicates that
the principal rurpose oi tic preposed le~islatiocn is to Improve
the finencing of the CIA retirement systoenm by ucopting the soune
funding precedures recontly approved for the Civil Service
(P.L. 21-93) and Toreign Service (P.L. £31-201) systems. The
CIA retirement systen and tire Civil Serviceoe Dystewr, hovever,
aiffer. din one very vital respect. Whlle the normal cost of
the Civil Eervice o cem (about 146 percent) is approximately
equal to the combi ducticna and agency contributicus to
the systen, this 1s not Lho casce in the CIA vetirement systen

N
P

.
s

d

.’J
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rere normal cost of 30,338 percent substoutially excaceds apency-
employce contributions of 16.67 perxcent. e disparity betweeun
normal cost and agency-employee contributicns would result 4un
a seryious overstatement of the accrued lisbility of the CILA
syaten under the definition of unfunded 1lavility contained in
thhe draft bili. :

In accepte t sexvice)

o]
0
9

sctuarial practice, accrued (di.e.,

ed
ce
+
)

Y

liability 4is defined as the tetal liabllirw fer benefirs payable =
to the current cetive and retived ferce i=us the ddzcountad

PRV W WA
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<
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ralue of future normsl preniuns, counyended ldabilits

simply the porvtion of the nccrued liabilivy not coverxed ty the
fund, (chmal'covt is cefinced in the recontly enecctea Civil
Service Retilrewent Awendments of 1269 as the entry-—-age norumal
cost computed in accordance witlh gzenerally accepted actuarial
practice and expressed as a level percentage of aggregate basic
pay. Normal prewmium is the amount found by nn1ViI? the normal
st percentage to the aggregate annual payroll.)

“r

EARS]

,,..c
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Under the CIA draft legislation, as 4in the Civil Service
and Foredpn Service acts, future acency-employee contributioens
have beoen substituted for normal premiums in the definition of
unfunced liability. Iu the casc of CIA, because such coatribu-
tions fall short of the normal premium by 13.71 percentage
points, the unfunded liability would be increased by ebout 85
percent of the awnount stated in the letter from CIA to the
Bureau of the BSudzet. This overstatement of unfunded liability
would result in the paynent of Iintcrest by Treasury under
section 261(c) on liability not yet asccrued ~-- analogous to
paying intercst on debt not yet incurrcd -~ and would correspond-
Ingly reduce the estimate prepared by the Dircctor under gection
261(a) of aunual appropriations required to be made to the fund.

The existinpg Foreign Service Act contains the saune defect,

because nornal premiums are 31.22 percent of aggregate basic pay
and agency-employee contributionec are only 16,28 percent,
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The defeet 1¢ only tewporarily avoided in the Civil Service
Retivenent Awcendments of 1969, If the novrual cost of that
systen 1s .LCthuLLd using a uore reallstic valuation rate
han the Z-1/2 percent row emploved, nermal cost would fall

ceonadlanerably snd tue unfunded liability, nmccording to accupted
actuarial practice would be very wmuch understated under the
existing ﬂc“iritioﬂ. The wunderstatenent of unfunded Liabillidficy
would result Lla the Treasury paying dnterest on somothiune les

- than the geuer llv recoguized accrued (i.e., past service)

liabdility,

In addition, the defdinition of unfunded liability in the
Civil Scrvice, Toreign Service, and CILA draft legislation pro-
vides for thie deduction of the present value of appropriations
Which would be deemaed to be authorized by future legislation
~which creates nev unfunded liability frem the presount value of
benefics ;ayable from the fund. Such a deductien cdounplately
disresards the accrual basis of the actuarial definition of
unfended liability, and 45 amslogous to not recoanizing a debt
‘because a p1011 e hras been made to pay the debt in the futur

In order to be consistent wi ea actuarias

2 I opx
unfunded llability snould be redefined in the Civil Scrvice
Act, the Toreign 501»1*@ Act, and the CIA cdraft legislation
along thie followinyg lines:

- - Unfunded liabllity means the estimated excess of the

present value of all benefits payable Lron the fund
over the sum of -

(a) the present value of future normal premiums;
plus '

(b) the fund balance as of the date the unfunded
liability s determined, :

A return to this standard definition of unfuunded liability would
also imply that the 30~year amortization payments provided for
in the Acts and the draft bill should be reduced to princinal
only, since the unawmortized obligotion would be included ope rly
ag a part of the total unfunded liability on which intere at

v would be paid currcntl;.

In view of the foregoing we would be opposed to the draft

Office of Debt Analysis
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- FROM  © gygo A. Ranta

‘Assistant General Counsel

| SUBJECT:

: ‘The Office of Management and Budget has requested the views

- of this Department on the Civil Service Commission comments on
Treasury views concerning retirement financing. A copy of the
Civil Service Commission comments are attached.

1 woﬁld'appreciate your comments to assist this office in
the preparation of a report. :

. . Mr. Victor Zéfra (395-3736) or Miss Hilda Schreiber (395-4650)
. isv_handling this matter at the Office of Management and Budget.

‘Attachment
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© o UNITED'S 51400 o CiVIL SERVICE COMMISSION

N WASHING CTON, D.C, 20315
) CHMH;H k ' : ‘_ o - R
Ocichor. 8, 31970

Mz, Wilfred H. Rommel e ;o
Assistent Director for o SR - N i} 7
- Legislative Reference o < ’ o 25
Office ol Management and Budget , e
Washington, D. C. 20503 | ) o : Lo -

D”al’ Mr. Rommel:

The Cosmission has been asked to comment on a freasury Depertment
letter referring to the Central Intelligence icency dreft bill,
C "o amend the Central Incelligence Agen"y Retivement Act of 1oy

Tor Certain Ewpldyees, as menuei, 1d for Ob“Ci purposes.” Tne -
Dill would epply ithe Tinanecing prﬂl¢v10ﬂo of the Civil Service Re-
tirement System, es provided in Publiic Law 9l- y3, to the CIA system.
These provisicns have been preévicusly incorporated into the Foreign

aats

" Service Hetirement system. The Troocsury Departmoent lebier suggest
thut the 092 f~n~";‘"5 iz coutrory Lo Gecepted acvuaricl vrinciples
and the CZR and FSR luaws, as well as the CIA lww, should be roevise

CThovelore,

tihis lot; er will discuss the actuarial pr;ncip‘es 1nvol"eg
‘pefore ":L*“s & recon DQRCLOH on the CLA financing

.

LU , : ]
"+ . 'There is no one accepted actuerial principle which anplleu to all
. -plens. Civen one of the major types of sctuarial methods, there
" g&re probadbly as many different descriptiocns of the method as there
are ascbuasries. &1L methods must cquute the present value of future
benefits to be paid with the present value of cuy existing fund plus
- future scheduled contributions. The actuarial method simply detemnines

the timinz of the poyments into the fund. The benefits paid fron the

o
(Y
fund must be met by the contributicus and the interest coerned on the

fund no uatter what method of peyment is employed.

" Under th s broad criterie, the ih‘dlv; nethod cun range {rom one im-
nedlate y“vmcnt vhich, with interest, will pay all future benefits to
’».: a pay-es-you-go system vhich mects all bene fivs directly es they foll
" Que ‘and, therefore, no fund is developed. This latter method is that
employed by the militooy retirement cystem, ond the formor hes protably
never been used for @ going plan Lecause of the-prohibitive cost.

Most plans ure fun“d by other methods which ::ncr*lly try to attain
two gouls.  First, the method ghould a tempt Lo level out the payments
6o that cach year's poyment is al a prodoterndn Wd apd consisvent level,

L .
. !

Approved For Release 2008/06/09 : CIA-RDP74B00415R000600030043-2

N



Approved For Release 2008/06/09 : CIA-RDP74BOO415R000600030043-2l : Vg

) ‘-":".\, , '- . E . . . . 7“ v v i v
' ; N . — . .
'\){;‘y ‘."':" B . ’..“.b,‘ T . . N 2
. Lo s . . .
N g . L .
. \ e e

B~ 4

Second, -if.- Lh°r0~¢L-u-31"“illby which Vi1l not be naid Tor by scheduled
contributions, a schedule of payments should be set up for this licbility.
As @ minimuwm, the intercst on the Lizbility should. be pald in order to
keep the li&billtj at its 1nlt1ul.valuc.

W

One of the pouular actuerial funding methods is the entry-age-noyrmal -
cost (¥ANC) method. Since the CSR funding method is gimilar to FALC
~except for one major difference, a discussion of TANC would be in order.
The computation of EANLC rests on the concept of normal cost. This is
the anmal emount which should be puidifor esch poerticipaat (or for the
average pa rtﬂclnaﬁt) fer each year from the year of hire to the vear of
revivenent in order to provide any benefits 1o bLe pald to the participant
or his family. The present value of all berefits to be paid caud the
_ present value of a1l normal costs is computed a2s of o given "valuvetion
-(m . date". The excess of tne present velue of benefits over the present -
... value of normal costs and the present fund balance as of the veluation -
. - ~date is the “unfunded llubllluy . A schedule'is set up to emertize the
' . - amount of this unfunded 1iability in o series of level snnuzl peyments
or, et least, to pay the annuel inierest on the unfunded ligbility. The
annual cost to the participanss ano/or the participants? emvloyer is the
normal cost plus the scheduled payment. Generally, the participents vay
& Tixed perceqtﬁge of salary or mazke no constrivuiions and Lhe cuployer
peys the balance. In any true applicavion of this system, the 13‘”Lnu
(1ncluu;n the fullnormal Lﬁob) must be made.esch year or the method

becomes meaningless.  Under reasury D:partm:n+ regulaetvions ovvarin,
private pension vlens,. the plan mubt pey the full normal cost or lose

its qualified status.

The C3R, F3R, and CIA systems fail to meet the basic requirement thet
. - payment of the normal cost must be guaranteed and, therefore, the systens
. - &re not financed by the true EANC method. At one time in Lhe legislative
(. history of Public Law 9]-43, there was a requirement that the employee .
contridbution rate be eutcmziically ad Justed to uu4l one-hall of the normal
cost. The agcvcv contrivution is cqual to the cuployee contribubtion so
that under this reguircment, the full _norna ost vovla have been paid
each yecar. t uhat time, the definition of "normal cost" ves introduced.
Y o However, when the eguating of normal cost and co:urwbutlon rote was
dropped, the definition wos overleoohed end retained in the law. ‘qchLore,
R the definition remsins in the law but it should be noted that the tewn
"normal cost" is not used in the text outside the definition. Since, pay- -
rent of the normal cost of the system is not nu'¢uunegd, the C3R Tunding
- methed substitutes, in the ebove. definition, the ‘present value of the
, , guaranteed contrilutions” vhere the “present value of normal cost
J ordinarily appears. : S

2 Ak
Py

v —
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T ““R law contwnins thvcc provisions which will guarantee financing
_ e 71 post and future venelits. Pirst, a contributlon will be paid
0 by orhoemployee and mulched by his agency in an emount determined by

Ao, ucco“d4 the cost of each new liberalization of benefits, salary,
or coverage will be med in 30 cgual amnuel instellaents.  Finally, the
interest on any receining unfunded licbility will be poid each ycaf;

- Through this combinution of funding requirements, all prospective

- benefits will be Tinenced end the desired gouls of lével'paymentsyand'
& frozen wnfunded. liability vill be attained. : .

PRl

~ The Treasury Departnent letier svggests that two of the three parts
~of the CSR funding mothod are incorrect.  WThey state that the method. -
~of treatment of the 30-year vayments does not récoguiée an existing
debt and recommend en aliernative methed. ‘In fact, the lisbility
" created by ezch law is recognized &nd-is added to the total CSR lia-
bility. The 30 scheduled peyments are also rccognized and added to
the assels as scheduled payments. Since, at the first veluation d“ue
‘after passeze of the 3 Jaw, the liability end ssset gencratcd are
eguivaelent there is no incresse in tae unfunded liability. The aliers
" native methoed suzge st~q vy the Tre d“h"" Deportnent would »ay the
principel in 30 equel installmenis and the interest on the unpaid
stellments caeh year. Phis o
with cqual pr
inereasing po
would Ve a s
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th the first pay-
JulO ment

" ment being th e
i ' - of P.X. 91-93 & systcm of increas T

. ~ the initial impact on {ihe budget bat at no time wes it suggested unﬂ
the pa ymcnUu be on a dccrca51ag schedule,

\ The second comment in the letter is that the present value of normal

N . -cost should be deducted ifrom the unfunded 1isbilify in order to have
i ~ . & true BANC method, In the past the FSR, (3R, and CLA syctems vere
' ' financed by the EANC mebhod in peame only.  With each valuation the
rccommcnSGd peynent was calculated and then promptly ignored. The
Conission bLolieves it is much more desirable to have & Iinencing
A system vhich does nol fit into a rigid traditional concept but under
L \/ vhich the liavility Tor all beneliis-is re0ﬁ"“zzed than to have o

g\‘

Y

traditional systcem vivh only pert of -the reouired financing being
wet. A numerical example of en Fan mguhod ”lbLUuL the normal cost
being pa 1d 1olloxs:

| p
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i - Let vs vaUWG 1hc AL corporation has a pension system vith the
. P folloning LCuU&fi@f ¢osts. - o ' , :
i .- . Ll Present va}ue of futurc benefits $11, 000, 000
P o 2. DTresent value of future normal cost 5,000,000
j 3. Pund balonce 1,000,000
3 4. Unfunded liability - 5,000,000
(1) - (2) - (3)
! Af'; I the coleulaticn is done at 5% interest and the normal cost is

$500,000 & year, the current payment due is $750,000 ($500,000 +
S W05 3 85,000, C00). Asswaing no royaent of bencefits and exact
}dupllc“yLon of all actuarial assumpbions the 11nauc1al situation
in the following yeer will be’ as follows: , "

H v .

A . 1. $11,550,000. ($11,000,000 x 1.05)

Ty o -5 u,z?>, 00 (( 5,000,000 - 500,000) x 1.05)

T oo 301,825,000 (1,000,000 + 500,000) x 1.05 - 250, ooo)
IR T L, 5,000 ,ooo - '

CAgain, in this year and in ell future Years, as long as past Tunding
requirensnts are met, the recuired payment will be 750,000, Let
S us asswae, however, that the above calculations are nadce but Lhat
. Coonly one-half of the normal cost plus interest in the unfunded
' liability is p id. The resuliting poyment would then be $500,C000
and, at the end of the flr.t ye 2, the picture would be as follows:

St m e

o 1. 911,550 €00

: o 2, I, res,000 | '

S R PR ,)GL,)OO (($2,000,000 + $250, ooo) % 1.05 + V?)o ooo)
i N Y., 5,252,500

- Therefore, the sccoznd year peyment at one-half of normal cost plus

. interest would be 9913 125. It is apparent that this methed viclates
both of the desired goals involved in using the BUIC method. The
~unfunded liability (ItLJ () continues to grow &nd the payaments ere
.not level but incrcasing : :

——

L am e

s .The Treasury letler is concerned about “uturc diflCianCu between |
o the normzl cost and the contribution rate. It should be meniioned
~that the designers ol Public Jaw 91-93 did intend the contritbuticn
to roughlv equal the normal cost and, theorcfore, the contribution
rate (14%) was sdjusted to approxlwate the normal cost (13.93%).
The Poard of Actuaries is cu rently in process of o new valuaticn

[P -SSP TR SV

R
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Wthh V1l“ revize all actusrial assunpblons to reflect the current
situation. II thne new normal cost is substanticlly different from
Lh. 00%, COW"TG‘§ will be csked to censider adjustinent of the coniri-
~bution rete exdfer benefits to refleet. the normal cost. If the
normal cost is lower than U, 00%, there should be little difficulty
in efiecling the edjusiment.

- fhe Commissicn supnorts enactment of the draft bill since it will
result in an i:?“o'rq Tirenciel bose Tor the C:L systom, The Come

missicn further recommnends that, as part of the bill, the aciual
normal cost of the Systdn be implicitly recognized end met csch —
year.. Since one hall of the normal cost weuld Le prohibitive

e covered c:olorecs the employee contribution

o
contributicn Tor th
rate should b2 zeld al about % end the balance should be met Irom
other sources. ne suggestion would te Tor the agency to pay the
Dalance. ‘An Qlterrat1'e v uld be for the agenCJ to Ing kch the em-
ployee contribuzi or

revenues ..

fund,

el yoars vy the
: Conpres:

£ Civil Service Comndssion,
the buruh; ol T wiroller“General. Since the
cresult Is a Junding systcﬂ for Con wnich results in level funding
of all pust and Tuture-benelits any proposed change should be
ciarined very. caveiully and adopuel only 1T it results in en 1mprove-
ment over the'““eaent meuhod :

By dire¢tion of the Commission: ' ' : C
Sincerely yours,
\/ P Q
- AR LCALL L LLL,LL,: ie AU
B L " Chairman ,
' (
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This is in reply to your request for the views of this Department on
the Civil Service Commission comments of October 8, 1970 on Treasury views
concerning retirement financing, submitted September 9, 1970.

Prior to the receipt of the Commission's comments we prepared draft
legislation to amend the definition of unfunded liability in the CBR and
FSR Acts, and to provide similar financing language for the CIA retirement
draft bill. This draft legislation is attached. In it we propose essenti-
-8lly only one change from the existing CSR and FSR Acts. This change would
replace "deductions" with "normal premiums" in the definition of unfunded
1iability. We have withdrawn our objection to the inclusion of the amorti-
zation payments for salary increases, etec., as an asset in the definition
of unfunded liability. (Our main objection here had been that authoriza-
tion of appropriations was no guarantee that they would be made. )

For Foreign Service and CIA we recommend financing by way of the
"pegged-fund" route. This type of financing is illustrated in Projections
Bl and B2 (attached) on a static basis and in Projections B3 and Bl on a
dynamic basis. Projections Bl and B3 are based on the proposed normal cost
definition of unfunded liability while projections B2 and BY are on the semi-
immediate funding basis contained in the present Act. Over about the next
30 years total Government cost (as illustrated in Summary Table I, attached)
is less under the normal cost Projections Bl and B3 than under the semi-
immediate Projections, B2 and Bk,

The use of the normal cost definition would have no effect on the
financing of the Civil Service Retirement system so long as its normal cost
remains equal to contributions. In the event of a slight difference between
normal cost and contributions there would be a correspondingly slight effect
on its financing.

The type of funding implied by a given definition of unfunded liability
is determined by the question, "What type of funding is necessary to avoid
an accrual of unfunded liability under the definition?" Let us examine the
situation with respect to a typical Foreign Service entrant. On the day he
starts to work the present value of his future benefits is in the neighbor-
hood of 30% of the present value of his future salary (using static assump-
tions). Under the normal cost definition of unfunded liability, about 30%
of salary would have to be contributed each year to prevent the accrual of
unfunded liability. If we assume that yearly contributions from all sources
come to only about 15% of salary, the unfunded liability will grow, beginning
at zero at the outset and increasing to an ultimate level depending on the
amount of the annual shortages. Under the semi-immediate definition contained
in the Act the present value of the future 15% annual shortages would be
added to the unfunded liability on the day the employee starts to work. The
accrual of this unfunded liability could only be avoided by an addition of
the full amount at the outset. Therefore immediate funding of half the cost
is implica. ’
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A similar situation would exist in the case of CIA. TFrom & practical
standpoint the problem does not exist in Civil Service. However, to the
extent that normal cost might differ from contributions the problem could
develop. .

There is someé question whether the definition contained in the law
can be interpreted as the normal cost basis. This depends on whether
"future agency contributions” can be interpreted to include future residual
normal. cost appropriations. In any event, there is need for clarification
or correction. In this discussion, it is assumed that the definition in
the law means the semi-immediate basis and not the normal cost basis.

The principal effect of the presént semi-immediate approach in the
Foreign Service system, where normal cost is almost double the total contri-
bution rate, is that the unfunded liability is much larger than it is under
the normal cost method. The firgt and second tables of any of the three
groups A, B, or C show the June 30, 1971 unfunded liability under the normal
cost method as $483.4 million as against $639.6 millicn under the semi-
immediate mthod. Accelerated financing in the form of higher automatic
interest payments on the unfunded liability by the Treasuxry are then required.

X We belicve that semi-immediate funding is not called for. Since the
immediate funding basis is used in practically no other system, it should not
be used in Government retirement systems. Internal Revenue reguires no more
that normal cost treatment in private plans and the American Institute of
C.P.A.'s recommends nothing stronger than normal cost assumptions. The nor-
mal cost basis already exceeds the elementary earned-credit or past service
lisbility. In our Federal systems we have gone to the pay-as-you-go extreme
in some cases but never to the immediate funding extreme. e S

= e OS] ﬂp‘r‘aji’l o) s P

We feel that the Commission's comments might give the impression that

- prior fipancing was not successful because of the normal cost method. We

would like to point out that without provision for actual appropriations
the fund would have been in exactly the seme position regardless of the

.method of funding assumed.

In regard to the four Foreipn Service summary tables attached,
Tables I and II show the total annual cost to the Government for certain
years on a dollar as well as a percentage of payroll basis. (The tables
begin with fiscal 1972 in order to not distort the comparison of the
various methods because of actual date appearing in 1971.) Generally,
during about the next 30 years, the normal cost approaches are a little
less costly than thevsemi—immediate system. Beyond 30 years the cost com-
parison is reversed. By 1980 the cost as a percentage of payroll can be
expected to rise to the area of 4O% under any of the modified methods. By
the year 2000 it can be expected to approach 50%, and ultimately 60% to T0%.

»
[}
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Table ITI shows the Foreign Service Fund under the various assumptions.
Under static assumptions, full funding would put the Fund at an ultimate
level of about $1 billion. Without special funding the Fund would become
exhausted by 2025 under the normal cost approach and at a later date under

the semi-immediate approach. At that time benefits would presumably be met
' on a pay-as-you-go basis. The pegged-fund method would produce a level
fund of about $345 million under the normal cost definition and about $600
million under the semi-immediate definition. With dynamic assumptions,
however, the Fund behaves quite differently. With a steady 3%% per year
pay increase and a steady l%% per year cost-of-living increase there would
be no foreseceable financing problems. Although the eventual size of the
Fund appears to be astronomic under the dynamic assumptions, Table IV
shows that the ratio of Fund to retired payroll would not be quite so
astronomic. Whereas full funding on a static basis produces an ultimate
ratio of 8 or 9 to 1, the modified methods under dynamic assumptions reach
& ratio of 10 or 11 to 1 by 2050. Realistically, we believe the perfor-
mence of the system would fall somewhere between the static and dynamic
projections. The progress of the fund under dynamic assumptions is attri-
butable primarily to the fact that all salary increases are fully financed,
interest is paid by the Government on the unfunded liability, and the active

salary rate is increasing by 3%% per year while the amnuity rate is increas-

ing by only 11% per year.

In summary, we believe that the : .
’ . ‘ - ’ . normal cost definition

of unfunded liability would leave the Civil Service Act virtually unaffected,

- it would permit financing of the CIA and Foreign Service systems with fund-
pegoing appropriations at a later date if desired, and for these two systems
would provide a much more rational basis for determining the amount of
“unfunded liability on which interest payments will be pald sutomatically

by the Secretary of tne Treasury. .
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Summary Table I

Annual Total Cost to Government

(all amounts in millions)

N Static assumptions Dynamic assumptions
Fiscal * - - : - -
year © Active ' Normal P S€Bl- % active ' Normal G, Semi-
* payroll ‘cost plan'_lmmedl&te' payroll °‘cost plan'HﬁmealafGe
: : i plan @ : i __plan
(Full funding — A projections) _
1972 $111.8  $ 29.9 $27.2 $ 117.7 4 3.8 $ 28.9
1980 131.9 60.1 62.4 182.9 81.9 85.2
1990  143.6 6l4.0 6l 7 280.7 127.6 "130.2
2000 150.1 65.5 65.4 bk, 2 196.5 198.7
2050 148.1 65.6 . 65.7 2282.2 1478.9 1354.8

(Pegged fund — B projections)
1972 $111.8  $ 15.0 $16.5 $ 117.7 $ 16.0 $ 18.0

1980 . 131.9 49.8 56.5 182.9 66.3 76.4
1990 1h3.9 61.3 6h.1 280.7 11k.2 124.0
2000 150.1 73.0 70.2 hih,2 188.5 196.4
2050 148.1 100.0 87.8 2282.2 1585.9 12,6

(Ultimate pay-as-you-go — C projections) _
1972 $111.8  § 15.0 $16.5 ¢ 117.7 ¢ 16.0 $ 18.0

1980 131.9 49,8 56.5 182.9 66.3 76.4
1990 143.9 61.3 6L,1 280.7 114.2 12hk,0
2000  150.1 72.0 70.2 Lik.2 188.5 196.4
2050 148.1 1i7.2 97.1 2282,.2 1585.9 1412.6
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Summary Table II

Annual Total Cost to Government as a Percentage of Active Payroll

(peyroll emounts in millions)

, ) Static assumptions Dynemic assumptions
Fiscal ° —— . -
: . : Semi- . : : Semi-~
year . Active . Normal .immediate : Actlvle;_ . Nc;rmail mmediate
. payroll :cos‘c plan: plan : payro :cos §s) an: plen
(Full funding — A projections) _
1972 $111.8 27% 2k $ 117.7 27% 25%
1980 131.9 46 b7 182.9 L5 Ly
1990 143.6 hs 45 280.7 L5 L6
2000  150.1 Ll Lk hih,2 L7 48
2050 148.1 Lh Ll 2282.2 65 59
- - (Pegged fund — B projections)
1972 $111.8 13% - 15% $ 117.7 149 15%
1980 . 131..9 38 43 182.9 36 Lo
1990 143.9 43 45 280.7 W o4k
2000 150.1 Lg LY hih.2 46 47
2050 148.1 68 59 2282,2 69 62
) (Uitimate pay-as-you-go — C projections)
1972 $111.8 13% 159  $ 117.7 1k, 15%
1980 131.9 38 - 43 182.9 36 . 42
1990 143.9 43 s . 280.7 Wy L
2000 - 150.1 48 L7 hih,2 46 L7
2050 148.1 79 66 2282.2 69 62
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Sunmary Table IIT

Size of Fund

(a1l ‘amounts in millions)

Static assumptions Dynamic assumptions

Fiscal - - : - - ; :
year | Retired @ Normal :_imi:?]i‘;t-e: Retired ' Normal ° iﬁi:gi;‘ﬁe
. payroll :cost plan: plan payroll :cost plan: " plan
(Full funding — A projections) '
1972 $26.3  $69.7 $67.7 $ 26.9 $ TL6 $ 69.5
1980 k5.9 298.4 290.7 55.6 390.0 386.9
1990 75.8 636.8 639.9 119.8 1093.5 1121.3
2000 101.0 887.0 890.4 21h . b 2092.0 2156.3
2050 127.4 1033.6 1035.6 1kh7,5  22604.5 20734.3
(Pegged fund — B projections)
1972 $26.3  $shh $56.8 ¢ 26.9 $ 55.5 $ 58.2
1980 . 45,9 1.5 189.0 55.6 199.6 266.2
1990 75.8 293.8 431.6 119.8 589.3 824.1.
2000 101.0 345.8 575.4 2144 1113.6 1610.1
2050 127.4 345.8 593.2  1hh7.5 14189.8  16266.2
(Ultimate pay-as-you-go — C projections)';
1972 $ 26,3  $ 5L $56.8 ¢ 26,9 $ 55.5 ¢ 58.2
1980 45.9 .5 189.0 55.6 199.6 266.2
1990 75.8 293.8 431.6 119.8 589.3 8ak.1
2000 101.0 3k .7 575.4 214 .k 1113.6 1610.1
2050 127.4 0.0 187.2 ihy7.5  14189.8  16266.2

!
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Summary Table IV

Ratio of Fund to Retired Payroll

(payroll amcunts in millions)

3 Static assumptions f . Dynamic assumptions
Fiscal : : Semi- * : : Semi-
year : Retired : Nafmﬁ? timmediate: Retired :cNﬁfmi? :immediate
: payroll :COS p an: plan ¢ payroll : ost P an: - plen
: : (ratio) : (ratio) : (ratio) : (ratio)
(Full funding — A projections)
1972 $ 26.3 2.7 2.6 $ 26.9 2.7 2.6
1980 45.9 6.5 6.3 55.6 7.0 7.0
1990 75.8 8.4 8.4 119.8 9.1 9.k
2000 101.0 8.8 8.8 21k L 9.8 10.1
2050 127.4 8.1 8.1 1447.5 15.6 14,3
(Pegged fund — B projections)
1972 $ 26.3 2.1 2.2 $ 26.9 2.1 2.2
1980 45.9 3.1 b1 55.6 3.6 4.8
1990 75.8 3.9 5.7 119.8 k.9 6.9
2000 101.0 3.4 5.7 21k 4 5.2 7.5
2050 127.4 2.7 .7 1h47.5 9.8 11.2
(Ultimate pay-as-you-go — C projections)
1972 $ 26.3 2.1 2.2 $ 26.9 2.1 2.2
1980 45.9 3.1 4.1 = 55.6 3.6 4.8
1990 = 75.8 3.9 5.7 119.8 4.9 6.9
2000 101.0 3.4 5.7 214 .4 5.2 7.5
0.0 1.5 7.5 9.8 11.2

2050  _327.h .
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DATE
STATE ~A.l.D. - USIA
ROUTING SLIP 4/9/71
TO: Drgon. Initials Date
Name or Title Symbol Room No. Bldg.

N CIA

2<

3.

4.

5.

Approval For Your Information Note and Return

As Requested

Initial for Clearance

X | Per Conversation

Comment

Investigate

Prepare Reply

File

Justify

See Me

For Correction

Necessary Action

Signature

REMARKS OR ADDITIONAL ROUTING

At the request of Mr. Kroll I am attach-

ing:
1. Treasury comments on CIA Financing
Legislation.

2 CSC comments on Treasury report.
3. Kroll's current draft to OMB.

/4, Summary tables of Kroll's projections

of the Foreign Service system showing
alternative financing approaches and
assumptions.

1f you can digest all of this I will
suggest your name for admission to the
ancient and esteemed order of actuarial
apprenticeship.
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|[Robert B. Hull, Jr. pMS/PA| 1818 N.S. | 21273
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L UNQLASSiFico L use oty L] CUhriviniiak L] Seeuwes
A _,‘ ROUTING AND RzCORD SHEEY f
& 4
| SUBJECT; (Optional] :
o /]
| FROM: j /‘ ETENSION | No, ;
i Office of Legislative Counsel DATE ] . STAT|NTL:
] 12 April 1971 |
t:\?il:din(gmcer designation, room number, and DATE[ OFFICER'S COMM;ENTS {Number cach comment to show from whom Iﬁ:
INITIALS to whom. Draw a line across column after each commont.) |
RECEIVED | FORWARDED .“
1. k
615 Key Building Attached are the technical ]
2 papers supporting Kroll's position
as reported in OLC's memorandurn
via: for the record of 8 April 1971,
e a copy of which has been forward-!
ed to you.
4, !
5.
6.
7. '
8.
9.
i
4
10. i
i1,
12,
13.
i
14, :

mm 72 m Approved For Release 2008/06/09 : CIA-RDP74B00415R000600030043-2 .. ..~



